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§615.5132

not mean the call date, the expected
average life, the duration, or the
weighted average maturity.

General obligations of a State or polit-
ical subdivision means:

(1) The full faith and credit obliga-
tions of a State, the District of Colum-
bia, the Commonwealth of Puerto Rico,
a territory or possession of the United
States, or a political subdivision there-
of that possesses general powers of tax-
ation, including property taxation; or

(2) An obligation that is uncondition-
ally guaranteed by an obligor pos-
sessing general powers of taxation, in-
cluding property taxation.

Government agency means the United
States Government or an agency, in-
strumentality, or corporation of the
United States Government whose obli-
gations are fully and explicitly insured
or guaranteed as to the timely repay-
ment of principal and interest by the
full faith and credit of the United
States Government.

Government-sponsored agency means
an agency, instrumentality, or cor-
poration chartered or established to
serve public purposes specified by the
United States Congress but whose obli-
gations are not fully and explicitly in-
sured or guaranteed by the full faith
and credit of the United States Govern-
ment, including but not limited to any
Government-sponsored enterprise.

Liquid investments are assets that can
be promptly converted into cash with-
out significant loss to the investor. In
the money market, a security is liquid
if the spread between its bid and ask
price is narrow and a reasonable
amount can be sold at those prices.

Loans are defined by §621.2(f) of this
chapter and they are calculated quar-
terly (as of the last day of March,
June, September, and December) by
using the average daily balance of
loans during the quarter.

Market risk means the risk to the fi-
nancial condition of your institution
because the value of your holdings may
decline if interest rates or market
prices change. Exposure to market risk
is measured by assessing the effect of
changing rates and prices on either the
earnings or economic value of an indi-
vidual instrument, a portfolio, or the
entire institution.

12 CFR Ch. VI (1-1-14 Edition)

Mortgage securities means securities
that are either:

(1) Pass-through securities or partici-
pation certificates that represent own-
ership of a fractional undivided inter-
est in a specified pool of residential
(excluding home equity loans), multi-
family or commercial mortgages, or

(2) A multiclass security (including
collateralized mortgage obligations
and real estate mortgage investment
conduits) that is backed by a pool of
residential, multifamily or commercial
real estate mortgages, pass-through
mortgage securities, or other
multiclass mortgage securities.

Nationally Recognized Statistical Rat-
ing Organization (NRSRO) means a rat-
ing organization that the Securities
and Exchange Commission recognizes
as an NRSRO.

Revenue bond means an obligation of
a municipal government that finances
a specific project or enterprise but it is
not a full faith and credit obligation.
The obligor pays a portion of the rev-
enue generated by the project or enter-
prise to the bondholders.

Weighted average life (WAL) means the
average time until the investor re-
ceives the principal on a security,
weighted by the size of each principal
payment and calculated under specified
prepayment assumptions.

You means a Farm Credit bank, asso-
ciation, or service corporation.

[64 FR 28895, May 28, 1999, as amended at 70
FR 51589, Aug. 31, 2005; 77 FR 66370, Nov. 5,
2012]

§615.5132 Investment purposes.

(a) Each Farm Credit bank may hold
eligible investments, listed under
§615.5140, in an amount not to exceed 35
percent of its total outstanding loans,
to comply with its liquidity require-
ments in §615.5134, manage surplus
short-term funds, and manage interest
rate risk under §615.5180. To comply
with this calculation, the 30-day aver-
age daily balance of investments is di-
vided by loans. Investments are cal-
culated at amortized cost. Loans are
calculated as defined in §615.5131. For
the purpose of this calculation, loans
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include accrued interest and do not in-
clude any allowance for loan loss ad-
justments. Compliance with the cal-
culation is measured on the last day of
every month.

(b) The following investments may be
excluded when calculating the amount
of eligible investments held by the
Farm Credit bank pursuant to
§615.5132(a):

(1) Eligible investments listed under
§615.5140 that are pledged by a Farm
Credit bank to meet margin require-
ments for derivative transactions; and

(2) Any other investments FCA deter-
mines are appropriate for exclusion.

[77 FR 66371, Nov. 5, 2012]

§615.5133 Investment management.

(a) Responsibilities of board of directors.
Your board of directors must adopt
written policies for managing your in-
vestment activities. Your board must
also ensure that management complies
with these policies and that appro-
priate internal controls are in place to
prevent loss. At least annually, the
board, or a designated committee of
the board, must review the sufficiency
of these investment policies. Any
changes to the policies must be adopt-
ed by the board and be documented.

(b) Investment policies—general require-
ments. Your board’s written investment
policies must address the purposes and
objectives of investments; risk toler-
ance; delegations of authority; internal
controls; due diligence; and reporting
requirements. Moreover, your invest-
ment policies must fully address the
extent of pre-purchase analysis that
management must perform for various
classes of investments. Furthermore,
your investment policies must address
the means for reporting, and approvals
needed for, exceptions to established
policies. Investment policies must be
sufficiently detailed, consistent with,
and appropriate for the amounts,
types, and risk characteristics of your
investments.

(c) Investment policies—risk tolerance.
Your investment policies must estab-
lish risk limits for the various types,
classes, and sectors of eligible invest-
ments and for the entire investment
portfolio. These policies must include
concentration limits to ensure prudent
diversification of credit, market, and

§615.5133

liquidity risks in the investment port-
folio. Risk limits must be based on all
relevant factors, including your insti-
tutional objectives, capital position,
earnings, and quality and reliability of
risk management systems and must
take into consideration the interest
rate risk management program re-
quired by §615.5180 or §615.5182, as ap-
plicable. Your policies must identify
the types and quantity of investments
that you will hold to achieve your ob-
jectives and control credit, market, 1i-
quidity, and operational risks. Each as-
sociation or service corporation that
holds significant investments and each
bank must establish risk limits in its
investment policies for these four types
of risk.

(1) Credit risk. Investment policies
must establish:

(1) Credit quality standards, limits on
counterparty risk, and risk diversification
standards that limit concentrations. Lim-
its must be set for single or related
counterparty(ies), a geographical area,
industries, and asset classes or obliga-
tions with similar characteristics.

(ii) Criteria for selecting brokers, deal-
ers, and investment bankers (collectively,
securities firms). You must buy and sell
eligible investments with more than
one securities firm. As part of your re-
view of your investment policies re-
quired under paragraph (a) of this sec-
tion, your board of directors, or a des-
ignated committee of the board, must
review the criteria for selecting securi-
ties firms. Any changes to the criteria
must be approved by the board.

(iii) Collateral margin requirements on
repurchase agreements. You must regu-
larly mark the collateral to market
and ensure appropriate controls are
maintained over collateral held.

(2) Market risk. Investment policies
must set market risk limits for specific
types of investments and for the in-
vestment portfolio.

(3) Liquidity risk. Investment policies
must describe the liquidity character-
istics of eligible investments that you
will hold to meet your liquidity needs
and other institutional objectives.

(4) Operational risk. Investment poli-
cies must address operational risks, in-
cluding delegations of authority and
internal controls in accordance with
paragraphs (d) and (e) of this section.
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